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SUMMARY 


Paraguay's constant dollar GNP growth rate improved 
slightly during 1974. Production volume and value figures 
for most of Paraguay's important product categories were 
up, with meat products an important exception. Import and 
export data reflect a trade deficit in 1974, the first in 
three years. A larger deficit is forecasted for 1975. 
Total foreign trade increased substantially, with imports 
from Argentina and Brazil showing especially strong growth. 
Central government revenues were up, and expenditures down 
slightly. Foreign indebtedness increased by 21%. The 
Guarani, the Paraguayan monetary unit, remained stable. 
Some progress was made on preparations for construction 
of major regional hydroelectric projects, which represent 
excellent export trade opportunities for U.S. firms. 


CURRENT ECONOMIC SITUATION AND TRENDS 


Growth Rate - Steady Improvement 


Paraguay's 1974 economic growth rate of 8.0% (preliminary 
figures in 1967 constant dollars) compares favorably with 
that of recent years. The equivalent figures for 1973 and 
1972 were 7.2% and 5.4%. The aggregate value of agri- 
cultural production rose by an estimated 12.0% and 
industrial output was up 5.6%. Cement production increased 
by nearly 40%. Electric power production also rose, in 
part reflecting increased energy sales to Brazil and 
Argentina. Frozen meat processing fell sharply, due to 
severe market contraction. 


Crops and Livestock - Mixed Results 


While production levels of nearly every agricultural crop 
were up, the livestock sector was badly shaken by declining 
world demand and, late in the year, the EC ban on beef imports. 
Good climatic conditions and unusually high market prices 
yielded good volume and value results for traditional crops, 
and gave a further boost to more recently developed crops. 
Soybean harvests, for example, have increased from 97, to 
123, to 185 thousand metric tons over the last three years. 
Government incentives to Paraguay's wheat growers stimulated 
this sector to reach a production level of 35,000 metric 
tons in 1974, up 52% over 1973.* Corn production was 
marginally up, to 250,000 MT. Coffee production fell 


* Sources outside the government discount the accuracy of 
the size of this officially reported increase. 





somewhat to 2,500 MT. Rice was up approximately 20% to 
50,000 MT. Cotton production was static at 85,000 MT. 
Tobacco was up 27% to 33,000 MT. Sugar production was 
nearly static at 70,000 MT. Tung oil production 
recovered strongly to reach 15,000 MT. Castor bean 
production was down slightly, to 15,000 MT. Mandioca, 
a carbohydrate staple, rose slightly to 1,150,000 MT. 
Grain sorghum production rose 11% to 5,000 MT. Milk 
production was down slightly, to 75,000 MT. 


Paraguay's livestock sector, which is of singular importance 
to the nation's economy because of the number of workers 
employed on ranches and in packing houses, and the contri- 
bution it makes to export earnings, suffered a sharp down- 
turn in production of beef products for export during 1974, 
with volume declining by 47% to 19,000 metric tons. 

Record price levels for these products during 1974 held 

the export value loss to only 13% for a total of $35.2 million. 
1974's slaughter for export was approximately 180,000 head. 


The EC's beef import ban was the principal reason for the 
unusual failure of the industry to reach last year's central 
government export slaughter quota of 220,000 head. A new 

¢ 2,000/head tax on beef for export was a negative influence 
on Paraguayan processors’ competitiveness in remaining 
markets. The 1975 export slaughter quota has been set at 
140,000 head, which informed sources consider to be much 
higher than necessary, in view of market constraints. 

The fortunes of this sector have continued to decline 

into 1975 which has placed severe financial pressures on 

the local packing-house industry. It is presently doubtful 
that more than half of these establishments will open for 
this slaughter season and several are reportedly facing 
serious financial problems. 


Balance of Trade - Slight Deficit 


The value of Paraguay's foreign commerce rose sharply 
again in 1974. Imports of $174 million cif (up 42%) 
slightly exceeded exports of $170 million fob (up 34%). 
1974 was the first year since 1971 in which Paraguay 
registered a trade balance deficit.* Although export 


* There is an increasing divergence between customs house 
data (upon which this report is based) and Central Bank 
balance of payments data. The 1974 balance of payments 
figures show a $35.5 M deficit in Paraguay's foreign trade 
account. 
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volume may continue its upward trend, prospects for 1975 indicate 
that declining commodity prices are likely to more than offset 
volume gains, yielding a larger deficit. The value of both 
exports and imports have approximately doubled since 1972, 
reflecting movement away from Paraguay's traditional economic 
insularity. The table below shows the 1974 value and volume 
changes for Paraguay's principal exports. 


Value % Value Change Volume % Volume Change 
Commodity ($ million) (1974 vs 1973) (metric tons) (1974 vs 1973) 


1. Meat and 

Meat Products 35. 13 18,842 47 
2. Sawn Timber 24. 110 151,785 32 
3. Seeds for 

industrial use 20.4 68 121,248 102 
(chiefly soybeans) 

4. Cotton fibers 16.5 42 17,464 6 
5. Tobacco 11.4 53 24,054 37 
6. Sugar 10.0 807 20,000 

7. Essential Oils 8.4 S 641 34 
(chiefly petit grain) 

Paraguayan export trade patterns changed significantly during 1974, 
with exports to Argentina more than doubling. This is largely a 
result of Argentine exchange controls which make Paraguayan sawn 
timber an attractively priced commodity. Paraguayan exports by 
principal importing countries were as follows in 1974: 


Argentina $ 38.5 million 
West Germany 2242 - 
u.S 19.4 " 
Netherlands 15.8 . 
Swit zerland 45.6 m 


1974 Import data reflect a continuing trend toward purchases 
of manufactured and semi-manufactured goods. A comparison of 
1973 and 1974 imports, by significant category, are shown below. 


Value % Value Change 
Commodity ($ million) 1974 vs 1973 


1. Crude Oil 16. + 247 
2. Boilers and heavy machinery 10. 0 
3. Wheat and wheat products 10. 226 
4. Buses and Trucks . 20 
5 Steel bars, plates and rods ; 54 
6 Electrical apparatus , 98 
7. Alcoholic beverages ‘ 43 
8. Agricultural machinery and 

equipment ; 29 
9. Cars and light trucks ‘ 94 





It is evident from the table above that Paraguay was strongly 
affected by the petroleum price increases which began in late 
1973.* Increased payments to Argentina for wheat and flour imports 
also contributed importantly to Paraguay"s fast rising import bill. 


Published oil import data for 1974 and earlier years appear 
to be under review, as evidenced by recent restatements in official 
statistics. The 1974 total oil import figure of $23 million is 
still well below the $40 million level suggested as most likely 
by knowledgeable observers. 


Once again this year Argentina and Brazil made important gains 
in their exports to Paraguay as shown by the ranking below. 


Country Exports to Paraguay ($ Million) 
1973 
Argentina af.o 
Brazil soe 
u.s. iS 
W. Germany 11.8 
England r<8 


A significant portion of the export increase registered by 
Argentina came from higher priced petroleum. Argentina's and 
Brazil's sales to Paraguayan markets continue to be helped by 
those countries' concessional supplier credit programs. 1974 
foreign trade data by country, by product category, is not yet 
available. Traditionally, Paraguay has imported significant 
amounts of machinery, motors, motor vehicles, and ferrous metal 
manufactures from the U.S. 


Money, Credit, and Government Finances 


Central government revenues increased substantially in 1974 

to approximately $128 million. Deflated by the Wholesale Price 
Index, the increase was 4.8%. Using the WPI deflator, 1974 
expenditures of $115.8 million decreased by 7.2%. The govern- 
ment's unaccustomed surplus in 1974 is due in part to stiff 
public sector wage restraint. The wages of central government 
employees are to be increased this year after lagging behind 
private sector wage levels, and inflation in living costs. 


Paraguay's money supply grew 25% during 1974, about the same 
percentage -3 the 1974 WPI Index increase, but less than 1973's 
money supply growth rate of 31%. The government's monetary 
restraint is one of the reasons why the national monetary unit, 
the Guarani, has had a stable rate of exchange at ¢ 126=$1.00 
for about 15 years. 1974's 20.4% growth in time deposits and 
savings accounts was slightly less than the WPI increase. 





Paraguay continues to experience an unaccustomed rate of 
inflation but reliable sources predict that inflation during 
1975 will ease substantially from 1974's 22%. Nevertheless, 
pressures are building for a private sector minimum wage 
increase. The last such increase was 20% in March of 1974. 


Bank credit to the private sector rose 17% during 1974, while 
as a result of the government's tight fiscal policies, public 
sector credit shrank by 16%. 


As noted above, the Guarani has been and continues stable. 
Substantial foreign lending to Paraguay sustained the free 
floating exchange rate at an average 1973 level of 133 Guaranies 
to the SUS. Contracted Paraguayan medium and long-term 

foreign debt rose by $90.6 million, or 20.8%, to a total of 
$526.1 million during 1974. Exchange transactions involving 
registered imports, exports, and remittance of dividends and 
profits all continue to be administered exclusively through 
commercial banks at the official rate of 126 to l. 


Status of Major Hydroelectric Projects Planning 


Developments relating to binational hydroelectric projects 

in partnership with Brazil (ITAIPU) and Argentina (YACYRETA) 
continue to be steady but slow. During 1974, ITAIPU Binacional 
called for prequalification of consortia of Paraguayan and 
Brazilian firms to dig a diversion canal, which is expected 

to cost more than $100 million. To do this work, ITAIPU 
selected $16 million worth of trucks and excavators manufactured 
by U.S. firms. An American firm is a principal partner in the 
consortium which was recently awarded the $14 million executive 
design project contract for the Yacyreta dam, which is to be 
built beginning in 1976. The same consortium is expected to 
prepare the $14 million multiphase feasibility study and executive 
design project for the longer-range Argentina/Paraguayan CORPUS 
hydroelectric project. The total estimated cost for these three 
projects exceeds 10 billion 1974 US dollars. To the extent 

that Paraguay is able to capitalize on these opportunities, 

the three hydroelectric projects offer the potential for energy 
intensive industrialization which could drastically transform 
the Paraguayan economy beginning in the mid-1980's, when 

Itaipu and Yacyreta are expected to be onstream. 


Infrastructure Development Programs 


Multilateral and bilateral public lenders continue to look 
favorably on Paraguay. Medium and short term loans contracted 
during 1974 totalled $121 million. The government gives 
priority status to development projects in the fields of 





1) electric power generation and rural electrification (Acaray, 
Paraguay's only present hydroelectric installation, will 
roughly double its productive capacity by 1976 to 190,000 KW); 
2) primary and secondary highway development; 3) agriculture 
and livestock sectors; and 4) public communications systems. 


Implications for the United States 


The United States continues to be an important trading partner 
with Paraguay. The hydroelectric projects discussed above are 
expected to yield additional major sales opportunities for 
American firms for many varieties of specialized construction 
equipment, and hydroelectric generation and transmission 

equipment and instrumentation. However, of highest importance 
to any potential U. S. supplier interested in participating 
in these hydroelectric projects, is the need to have a wae 
representative or agent in Paraquay. Apart from direct and indirect 
participation in these projects, the U.S. percentage share of 
Paraguay's imports can be expected to diminish. The geographic 
proximity of, and cultural and economic ties with, Argentina 

and Brazil present real trade advantages for those increasingly 
industrialized and export-oriented countries. For example, 
Argentine and Brazilian subsidiaries of American agricultural 
equipment manufacturers have established a strong position in 

the Paraguayan market. Increasingly significant officially 
sponsored supplier credit programs by these two neighboring 
countries also weigh heavily against U.S. firms not having 
advanced technology or specialized product design marketing 
advantages. 


The investment climate in Paraguay remains good and the govern- 
ment continues to encourage foreign investors, particularly 
in sectors considered essential to the expansion of exports. 
Paraguay's export incentive law 216/70 is presently being 
studied for possible modification. The modifications are 
expected to diminish somewhat the present law's capital goods 
and imported raw material import duty reduction benefits, but 
to increase incentives for investments in enterprises outside 
Asuncion, the capital city. Food products, wood, leather, 

and mineral processing industry investments are currently 
accorded favored treatment. In addition, investments in most 
types of industrial and manufacturing enterprises could be 
expected to qualify for Paraguay's investment law preferences. 
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